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The Secretaria de Hacienda y Credito Publico (SHCP) has drafted a proposal to modify regulations
governing the use of the emergency oil-stabilization fund (Fondo de Estabilizacion Petrolera, FEP).
A revision under consideration by Finance Secretary Francisco Gil Diaz and supported by some
members of Congress would give the federal government greater flexibility in using the funds. Some
legislators believe the government should have the option of using this money in light of reduced
revenue prospects for 2002 (see SourceMex, 2001-11-14, 2001- 11-28).
The Congress created the fund in 2000 to deposit excess oil-export revenues for use during times of
emergency. Under the proposal, the government would set an average oil-export price of US$16 per
barrel. The additional revenues obtained when prices go above that would go directly to the special
fund (see SourceMex, 2000-02-09). But the Congress added significant restrictions when the fund
was created.
The fund initially held 5.8 billion pesos (US$634.5 million), but the amount has almost doubled
during the past several months to about 10 billion pesos (US$1.09 billion). The government was able
to greatly increase the fund during the last half of 2000, when global oil prices rose significantly. As
recently as September 2000, the Mexican government was projecting oil-export revenues for that
year at US$13.7 billion based on average oil-export prices of US$24 per barrel in the last quarter of
2000 (see SourceMex, 2000- 09-27).

Detractors say oil fund should be left alone
Some analysts believe the government would be making a mistake by withdrawing funds now.
Economist Angel de la Vega Navarro of the Facultad de Economia at Universidad Nacional
Autonoma de Mexico (UNAM) said the Fox administration should allow the fund to grow into
a viable source of revenue down the road. He cited the examples of Alaska and Norway, which
initiated similar funds to hold oil royalties several years ago and now have a reliable source
of income. Noe Romero, an energy-industry analyst at Bursametrica in Mexico City, said the
government also has been unable to add new resources to the fund because the peso-dollar
exchange rate has not been favorable and because of Mexico's decision to comply with global efforts
to reduce oil exports.
While Mexico's average oil-export price is expected to match the US$18 per barrel projected by
President Vicente Fox's administration for this year, oil prices have fallen steadily in recent weeks,
creating an uncertain outlook for next year. Mexico's oil-export prices averaged US$19.84 per barrel
in the first seven months of this year, but prices had slumped to about US$14 per barrel by early
November (see SourceMex, 2001-10-03, 2001-11-07).
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A deterioration in the economy in the US and other industrialized countries in the third quarter
of the year has reduced global demand for oil, causing prices to plunge in the third and fourth
quarters. By early December, Mexico's average oil-export price was quoted at only US$13.70 per
barrel. Government reduces forecast for average oil price in 2002 The prospect of a weak market
for crude oil in 2002 has forced the Fox administration to reduce its projected oil- export prices to
US$15.50 per barrel. The administration had initially forecast a price of US$17 per barrel when
submitting its original budget proposal to Congress. But many members of Congress and the private
sector had suggested that price was too high, given the forecasts for continued weakness in the
global economy into the middle of 2002 (see SourceMex, 2001- 11-17).
Along with the new oil-export price, the administration also reduced its total export projections to
1.725 million barrels per day, compared with its initial estimate of 1.825 billion bpd. "This new price
is considered to be more in line with current market realities, as slack global oil demand has been
pushing down prices and forcing both Organization of Petroleum Exporting Countries (OPEC) and
non-OPEC oil exporters such as Mexico to reduce their oil sales," said energy expert David Shields,
a columnist for the Mexico City English-language daily newspaper The News.
Others agreed with this assessment. "We can anticipate oil-export prices fluctuating between US
$14 and US$16 per barrel next year," said Raul Picard, president of the Camara Nacional de la
Industria de Transformacion (CANACINTRA). Hector Chavez, an analyst at Grupo Financiero
Santander, said the Fox administration would have to cut expenditures sooner or later. "Without
an adjustment in the forecast for the oil price, there was the risk that the government would have to
reduce expenditures by the equivalent of 0.4% of GDP, or 30 billion pesos (US$3.28 billion), as soon
as the first quarter of 2002," said Chavez.
With the lower oil-export price, the Fox government and the Congress will have to significantly
reduce the 2002 budget. The administration has not offered proposals for specific cuts, but said
reductions would have to total at least 20 billion pesos (US$2.19 billion) to keep the projected deficit
at 0.65% of GDP. Some analysts believe the Mexican government should reduce its projection
for oil-export prices even further, perhaps to about US$13 per barrel, because the oil market
will continue extremely soft next year. "We believe that the reduced income from oil exports
will translate to a reduction of between 30 million and 35 million pesos (US$3.28 million to US
$3.82 million) in PEMEX revenues for all of 2002," said analyst Ernesto O'Farrill of Bursametrica
management.

Tax-reform disagreements delay 2002 budget approval
The administration's new projection comes just four days before the first deadline for Congress to
approve a budget plan. Congress is scheduled to end its ordinary session on Dec. 15, but the lack of
a budget agreement will almost certainly require scheduling a special session. Budget discussions
have been at an impasse because of strong disagreements on tax reform. Many members of
Congress agree that, given the poor projections for oil-export revenues, some changes to the tax
code are needed to give the government more funds.
The Fox administration has expressed willingness to work with Congress, but continues to push for
some extension of the value-added tax (impuesto al valor agregado, IVA) to food and medicines. The
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Congress is debating whether to impose some IVA on food and medicines, but has made it known
that Fox's original plan of a 15% IVA on these items will not be approved. There is also disagreement
in Congress on whether passage of a tax reform is necessary before completing the budget, which
the Mexican Constitution stipulates must be finalized by the end of December at the latest.
Some labor and agricultural organizations are planning a series of protests around the country
in mid-December to protest Fox's budget plan, which they say lacks sufficient funding for social
initiatives. Fox's 2002 budget increases expenditures by only 0.3% in real terms from 2001, which will
translate to limited expenditures in many social programs (see SourceMex, 2001-11-14).
The demonstrations against the Fox budget proposal will be led by the Union Nacional de
Trabajadores (UNT), the Congreso del Trabajo (CT), and the agricultural debtors' organization El
Barzon. The actions, said UNT leader Francisco Hernadez Juarez, are also intended to convince the
Congress to add funding to key social programs during the budget approval process. [Note: Pesodollar conversions in this article are based on the Interbank rate in effect on Dec. 12, eported at 9.14
pesos per US$1.00] (Sources: El Financiero, 11/30/01; Reuters, 12/10/01; Reforma, 11/26/01, 11/30/01,
12/11/01; El Universal, 11/30/01, 12/11/01; La Jornada, 12/03/01, 12/05/01, 12/11/01; La Cronica de
Hoy, 12/11/01; Milenio Diario, Unomasuno, The News, 12/11/01, 12/12/01
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